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The Journal of Accountancy
Official Organ of the American Institute of Accountants
a. p.

Richardson, Editor

EDITORIAL
The annual meeting of the American
Institute of Accountants was held at
Del Monte, California, during the third
week of September. Attendance of members and their guests
from all parts of the country was rather greater than had been
expected. It was an important meeting in many ways, but the
experiment of meeting in a place where there was no considerable
body of accountants close at hand was admittedly a test of the
members’ interest. The representation from San Francisco and
Los Angeles was comprehensive. From other western cities there
was good attendance and the number attending from the eastern
half of the country was remarkably large. The proceedings were
harmonious—indeed the days of bitter contests and controversies
seem to have passed. There must be differences of opinion
always, but the profession is growing up and, like all other groups
of sensible men and women, is learning to conduct its affairs with
out recourse to the amenities of the alley. There were two good
papers. This marks a decline in number, but it is evident that
two papers are enough if they happen to be, as they were this
year, of the first class. The mere routine of reports, elections,
amendments, etc., pursued the even course. The friendships
which meetings beget are the best result of all. Men who have
traveled together and sat in conference are better able to under
stand each other than they had ever done before. There was
much golf of all sorts. Indeed, some of the serious minded feel
that golf is something which is not an unabated blessing. The
world of men in America and in the British Empire has gone away
after strange gods in the hills and hazards of a thousand courses,
and everything else, so the austere few say, is set at naught.
Bankers, lawyers, medical men, accountants and similar folk
travel far and numerously to stated meetings where they intend
to devote profound and undivided attention to the serious busi
ness with which every programme is replete. They meet. They
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sit a little while. The soft air of the out-of-doors comes alluringly
to the windows and the droning voice of the speaker on technique
grows faint and fainter to the ear which hears the rustling leaves,
the song of breeze and bird. Then one by one the men who have
come far to meet steal quietly out, walk slowly and softly down
the corridor from the meeting hall, gather speed as they near
their rooms, change apparel with incredible rapidity and before
the speaker has come to the end of the first section of his learned
address they are striding joyously away to the first tee. It is the
very devil of a thing, this golf. It interferes with so much that is
really important in a stern old world. The days of solemn at
tention to long programmes of business and technical affairs are
eclipsed, if indeed their sun has not set. And there is a good deal
of discontent because of the errant ways of those who go a-golfing.
It is not quite fair to the more staid of men to sneak away and
desert the business of the day. But what can be done about it?
Everyone who has tried to stay the golfer once his face is toward
the fairways knows how futile it all is. There seem to be only
two answers to the problem. Meetings might be held at times
and places where there is no golf, but then such places are remote
and such times generally inconvenient, and furthermore no great
number would attend. Or, holding a candle to the devil, meet
ings could be so arranged that the business sessions would take
place after dark. The golfer who had done thirty-six holes during
the day would probably doze contentedly through the evening
meeting, but at least he would be present and the speakers would
have the benefit of an audience of sorts. This is truly a question
which calls for some kind of answer and every programme com
mittee should bear it in mind. It speaks well for the Institute
that this year at Del Monte—a place whose claim to fame is in
its golf courses chiefly—there was a good attendance at all the
sessions. The importance of the papers had much to do with it.
But it must also be admitted that when the gavel sounded an
adjournment the exodus was without restraint or delay. Next
year the meeting is to be somewhere in the vicinity of Buffalo.
The Canadians meet in Toronto and efforts will be made to bring
the meeting dates of the two organizations into harmony so that
there may be joint sessions and a general development of the good
feeling and friendship which have always existed but sometimes
without much opportunity for expression. This year the meeting
at Winnipeg, at which about thirty members of the American
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Institute were present, was a fine and helpful thing. Next year
everyone hopes for even greater opportunities to forget an im
aginary boundary line.
We have said that the papers read at
What is Good
the meeting of the American Institute
for Our Souls
were good. So they were. The authors
were Henry Rand Hatfield and Robert H. Montgomery, and it is
quite certain that there are no two men whose names are better
known in the literature of accountancy in this country. They
spoke of the limitations of accountancy and proved pretty con
clusively that the profession has not yet attained that state of
perfection which it should reach, but never will. It is salutary,
probably, to remember that even the accountant is not yet divine—
that he still has something to learn and to do—and those people
who listened to the papers and those who read them in the
October issue of The Journal of Accountancy must be strangely
obdurate if they still believe that accountancy is not in a bad way.
The two speakers approached their subjects from different points
of the compass, but their conclusions were not far apart. Ac
countancy, it appears, is a fairly healthy child, but rather dull and
unresponsive at times. He prefers to play with old toys and does
not take readily to instructive and ingenious devices which would
serve to amuse and at the same time to encourage invention. In
fact he is a somewhat stupid child and something must be done
about it if he is to grow up to be a credit to the family. This is all
very well, no doubt. If a child does not make the most of his
opportunities it is quite right to tell him that he is a disgrace to
the family and that if he does not reform he will fill a drunkard’s
grave or adorn a gibbet or accomplish some other form of descent
to a dishonored end. But, having told him all that, it is generally
considered wise parental policy to give him a word of encourage
ment to show that the evil fate may yet be averted. And so we
rather hope that next year the Institute will tell its members how
to avoid the depths of Avernus and, after constructive suggestions,
point out one or two merits, if they can be found.
The state board of accountancy of
Florida is empowered under a new law
to promulgate rules of conduct for certi
fied public accountants and public accountants. The board has
acted promptly in accordance with this law and has issued certain
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“standards of professional conduct and rules defining ethical
practice of public accountancy.” These rules are necessarily less
comprehensive than a code adopted by a society of accountants
would be. A state board is charged with the administration of a
law and can not properly go beyond the intent of the law in pre
scribing what shall be done or not be done by persons whose prac
tice is governed solely by the law. The duty of a state board is to
protect the public from misrepresentation or injury flowing from
the acts of accountants whom the state permits to practise with
its express sanction. An organized body of accountants can
prescribe rules not only to protect the public but also to protect
the accountant from himself. Consequently the rules of conduct
of the American Institute of Accountants are much more compre
hensive than those of a state board can be, but there is a general
similarity in some fundamental particulars. The Florida board’s
rules, for instance, are like those of the Institute with respect to
false or misleading statements, acceptance or allowance of com
missions, personal supervision of work done, etc. Penalties for
misdeeds, however, are differently inflicted. In the state board’s
code there is no mention of soliciting, advertising and like offences,
which do not imperil the public. It is not unlawful to stand on
the street corner and inform the world that one is the most de
sirable of men, but it is a practice not favored by the best people.
State boards must deal with questions of law and its administra
tion. Associations of professional men can deal also with mere
questions of decency. There are two rules in the Florida code of
conduct which are new. The first of these, which is number nine
on the list, should be of assistance to the federal authorities in
putting an end to operations of persons who have been employees
of the government and have later gone out to rescue the taxpayer.
The rule reads:
“Any certified public accountant or public accountant who accepts or
takes part in any engagement, either on his or her own account, or as a
member of a partnership or other organization, or as the employee of a
certified public accountant or public accountant, involving federal incometax or federal estate-tax matters, with which the said certified public ac
countant or public accountant has had prior contact as an employee of the
United States government, is deemed guilty of wrongful conduct under
section 5 of the above named act.”

The last rule, number ten, is quite un
precedented. The necessity for its
enunciation is not altogether clear, as it
seems that the ordinary law of contract would cover the case, but

One Rule which
is New
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perhaps there have been some fly-by-night gentlemen in Florida
who have duped the public and injured the prestige of the pro
fession. The state board may feel that there should be some
definite provision which will help to bring the guilty to book. At
any rate the rule can not do harm and it is an interesting novelty.
It provides that
“Any certified public accountant or public accountant practising under
the provisions of the above named act, who enters into a contract, expressed
or implied, to perform a specific service or specific services, in consideration
of the payment to such certified public accountant or public accountant of a
specified sum of money, which payment is to be for a definitely fixed amount,
which amount is not based upon a per-diem charge or upon the length of
time required for the rendering of such service or services, and who fails to
perform such service or services as he has agreed to perform, is deemed
guilty of wrongful conduct under the provisions of section 5 of the above
named act. This board, in determining whether or not the service or
services so rendered have been or have not been rendered in accordance
with the agreement of such certified public accountant or public accountant
shall measure the extent and sufficiency of such service or services accord
ing to the general understandings, customs and practice of the profession
of public accountancy as practised in the United States of America. In the
event that this board shall find that such service or services have not been
rendered in accordance with agreement, and so advises the said certified
public accountant or public accountant and the said certified public
accountant or public accountant shall then fail within a reasonable time to
complete such service or services without further compensation in manner
deemed satisfactory to this board, unless excused therefrom by the client,
then the said certified public accountant or public accountant is deemed
guilty of wrongful conduct under the provisions of section 5 of the above
named act. Provided, however, that any person found by this board to have
been guilty of wrongful conduct through failure to satisfactorily perform
services as specified in this rule, and who thereafter completes the per
formance of such service in a manner satisfactory to this board, within such
time as to this board shall appear to be fair and reasonable, shall not be
deemed to be guilty of wrongful conduct as specified in this rule.”

We refrain with difficulty, but we do refrain, from expatiating
on the strong evidence which this rule affords of the general
fallacy of the so-called “lump-sum bid.”

One of the constantly recurring diffi
culties of the accountant is the protec
tion of his report and certificate, and
many members of the profession believe that the time is coming
when it will be necessary to call for laws which will make it a mis
demeanor, if not worse, to alter in any way whatever the report of
the accountant without his written consent. It is dreadfully
easy to change the whole meaning of a statement by condensing
phraseology or by omitting altogether some of the vital portions
of it. The excuse is always the same. ‘‘ We can not give the whole
report without expending an extravagant amount of space and
364
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money, and so we must abridge.” Some accountants have en
deavored to protect themselves by printing on every page of their
reports a warning against publication of part without the whole or
against alteration of any kind whatever. But it is doubtful if a
client who would wish to amend a report for publication would be
hindered by such a threat. If, however, there were a law clearly
prohibitive it would be an excellent thing. The Australian In
stitute of Secretaries has drawn the attention of the authorities to
a case wherein directors altered the auditors’ report and has asked
for protective legislation. The resolution reported in the Aus
tralian papers reads as follows:
“That it be a recommendation to the attorney-general of Victoria to
include in the bill to amend the companies act an amendment providing
that should any director, secretary or other officer of a company cause to
have published an auditor’s report of a balance-sheet of a public company
in an altered form, with intent to deceive any person, he shall be guilty
of a misdemeanor, and be liable to imprisonment for a term of not more
than two years.”

This resolution seems well enough as far as it goes, but it is not
altogether sufficient. It would be better to have a provision
against any alteration of an auditor’s report without the audi
tor’s consent. If alteration with intent to deceive be the measure
of iniquity the question of what was in the mind of the accused
will always arise, and it is notoriously difficult to deal with mental
attitudes. If a company finds it necessary or desirable for one
cause or another to make immaterial changes in the auditor’s
report or certificate, the auditor may be able to agree without
sacrificing anything. If the changes are material or if it appears
that the change of a word or two might rob the report of its full
effective force, the auditor will not consent. It is safe to assume
that in almost all cases the auditor knows the purpose for which
the report is desired and he also knows what the client wishes to
reveal and to conceal. If he is a man he pays no attention what
ever to wishes of the client when such wishes are at variance with
sheer truth. What he has written he has written. And the
client knew about it before the report was in its final form. Why,
then, should there be condensation or alteration after the report is
presented, except to achieve some purpose, fraudulent or other
wise, of which the auditor has been kept in ignorance? We come
back, therefore, to the conclusion, which is obvious from the be
ginning, that the report or certificate of the auditor should never
be altered in any way without the auditor’s approval, and any
365
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contravention of that rule should be punishable at law. It is
probable that anything more than a change by inadvertence,
such as a printer’s error, is contrary to law and a punishable
offense under the statute of fraud, but there are so many and
devious ways of explaining away an alteration of text that it
would be well if every state in the union would enact a law specifi
cally forbidding change of an auditor’s report or the publication of
part only without the express consent of the author of the report.
And some day we may come to a point at which it will be possible
to prevent publication of the auditor’s name without his report.
In other words it will be illegal to say that John Doe or other well
known citizen has audited the accounts without going on to show
what John said and also when he said it. But that is another
story and perhaps only a dream at present.
A friend with an inquiring turn of mind
has been making an investigation of the
comparative activities of firms of ac
countants, and in the course of his explorations has run across
some interesting facts. He reports that he examined the accounts
of corporations published in one of the well-known manuals and
discovered that in the industrial section there were about fifteen
thousand companies of which only 892 were audited. The audits
were conducted by 209 individual accountants or firms. He
gives names of ten firms which did the greater part of the work.
The number of companies audited by these ten firms ranged from
150 for the first to 13 for the last. The ten firms audited a total
of 579 companies and the remaining 313 audited companies were
clients of 199 firms or persons. It is possible that some of the
companies which are not reported as having auditors are in fact
audited occasionally. On the other hand it is quite certain that
there are more industrial companies than railroads, banks, etc.,
subjected to regular audit. If the investigation had extended to
other sections of the manual it would probably have revealed
an even smaller percentage of audit than appeared among the
industrials. Some years ago when Edward N. Hurley was the
first chairman of the federal trade commission he astonished
himself and the rest of us by discovering that a very small number
of companies operated at a profit and furthermore that only an
infinitesimal percentage of that number had seen the advantages
of audit. True it was that the greatest corporations, generally
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speaking, were properly audited, but taking all corporations as a
basis of computation the ratio of audited to unaudited was simply
inconsiderable. Then came days of tax, super-tax, excess-profits
tax and heaven only knows how many other forms of extraction
and most people thought that the accountant had come into his
own—perhaps into some one else’s as well. It was commonly
believed that nearly all companies were audited and some timor
ous accountants began to talk lugubriously of the point of
diminishing returns, of a glut in the market and a lot of other
fabulous animals. Where was a new accountant to find a foot
hold? There was not enough for the established firms to do.
This was evident because even the busiest office ran into slack
times when men were discharged and the expenses were curtailed.
If every potential audit had its auditors, and most of them wait
ing lists of willing auditors, what should the new man or the small
man or the man without influential friends do in a surfeited
world? But now it appears that there must be something wrong
with our accepted theories. The trouble seems to be not that
there are too many accountants but that there would be too few if
business were suddenly to demand audit. Fifteen thousand
companies listed in one section of a manual—and these obviously
the most important companies of their several kinds, only 892
audited and the remaining 14,108 having no regular audit—these
figures seem to indicate that if the principle of audit were univer
sally adopted there would be need for fifteen times as many
accountants as there are now if all were to be as active as the
present practitioners. Of course this is not a fair deduction for
most of the largest corporations are audited, and the unaudited
are generally the least, but if we make a broad and excessive
allowance for the variations in size and importance of companies
it yet appears that the spectre of nothing-to-do is not an aura of
the too-numerous accountant but rather of the too-reluctant
business man—and that is a condition which will surely pass.

Our very good friend The Accountant,
of London, is a widely read and justly
esteemed mouthpiece of accountancy
and its opinions are worthy of careful consideration. We regret
therefore to find that so honored a publication should have fallen
into grievous error in its issue of September 24, 1927. Perhaps it
was the scarcity of matter at the end of the summer season or
367

Accountancy in the
Middle West

The Journal of Accountancy
perhaps it was mere carelessness, which we should hesitate to
believe, but whatever the reason the fact remains that our friend
gave space on the date mentioned to a sadly distorted article
bearing the title, “Accountancy in the Middle-West of the United
States.” The article was unsigned, but under the title appeared
the evasive word “contributed.” It is a rather prevalent custom
of the English press to repudiate responsibility and to protect
anonymity by the insertion of this ambiguous word. It says to
the reader, “Here is an article of which we are neither father nor
mother. Its own parents would blush to own it. However, we
publish it for reasons which need not be stated and you can like it
or dislike it as you will, but you will never find anyone who can be
kicked for it.” Some years ago a well-known English review
published a series of “contributed” anonymities defaming Ameri
can womanhood and, when the inevitable protests poured in, re
fused to accept responsibility, to withdraw the lie or to do any
other thing which it would have occurred to a gentleman to do.
The result was, we are told and firmly believe, that the American
circulation of the review vanished swiftly away and many of the
friends of the review in England were permanently estranged.
Now The Accountant has not done anything so reprehensible as
that, but it has given publicity to a totally misleading article—
and that is a great pity. The article seems to have been written
by someone who had come to America from England and had
found that conditions here were different, as they are. He may
have been unsuited to the environment in which he placed himself
and it is barely possible that he may have been “fired,” as they
would say in the savage and frank region which he describes.
There are many young men who are not adaptable to circumstances.
Some of them are so loyal to old customs and manners that they
are never at home among more adventurous spirits and they soon
become unpopular. We detest anonymity and we are going to
give the author of the “contributed” article a name. He is
Smith. That is a name which is known to some extent in
England and was brought here by the early settlers. Smith says
that accountancy is standardized, that assistants have to work
too hard, that the large firm is crowding out the small. Then he
works himself up into a little heat and says:
“ Professional etiquette as practised in Great Britain does not exist here.
Almost all accounting firms advertise in some way or other, and, notwith
standing a code of ethics laid down by the various societies, canvassing is
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openly indulged in, and the largest accounting organizations are foremost
in this respect, using so-called salesmenlike methods.
“The accountant in a small way stands a poor chance of making a living
unless he goes after business in the quiet season, and he generally finds the
ground has been well covered by others.”

Oh, Mr. Smith, that is really going a little too far, is it not?
Where have you been at work? It was our impression, nay, we
are stubborn enough to believe yet that the standards of ethics of
the American Institute are at least as high as those of any other
country or society. And the man or firm that does the things
which Mr. Smith says most accountants do is the exception, not
the rule. The code of ethics is not a jejune formula. It is en
forced and effective. The jeremiad of the middle west ends on
a note of warning:
“ It might be well to point out the following facts to British accountants
who may be thinking of crossing the Atlantic. In the first place, there is a
law prohibiting the bringing out of people from foreign countries under
engagement; however, this law does not seem to be rigidly enforced so far
as accountants are concerned. At the same time, if it can be proved that a
person has entered the country illegally, even long afterwards, there are
severe penalties for violations, including deportation. Although the
salaries offered on this side may seem attractive, the accountant will soon
realize that, with increased cost of living and the temptation to spend
money towards obtaining solid comfort, the difference in salary will not be
so great after all. He willalso find that he will have to work very much harder
over here, and become (or try to become) accustomed to a complete change
in business customs, environment and climate.
“Taking everything into account, the accountant would do well to
avoid coming to this part of the country, as unquestionably the supply
of accountants is far greater than the demand. Even in the large eastern
cities the same conditions seem to prevail.”

The conditions here do differ from those of England; the work is
harder perhaps, but of this we are not sure; there is temptation to
enjoy comforts which are easily and not very expensively obtain
able here; and the climate, let us admit it freely, perhaps even
gladly, is quite different—but we should not boast of the gifts of
nature. It is unfortunate that Mr. Smith should have been
unhappy. To his countrymen American accountancy owes a
tremendous debt which it is ever ready to acknowledge. Perhaps
he will find a good position with an accounting firm before long
and then he will forget how irksome was his early stay with us.
In the meantime it is appropriate to suggest in the utmost friend
liness that The Accountant and every other publication should not
accept as a gospel of truth every wail of distress from the disgrun
tled or involuntarily idle.
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“National Association In view of the activity of the National
of Certified Public
Association of Certified Public Account
Accountants”
ants in sending circulars to accountants
in the United States and Canada and because of occasional
inquiries concerning it made of The Journal of Accountancy,
it is thought desirable to call to the attention of the accountancy
profession the history of that association and the fact that its
very name is a misnomer. There is an unfortunate similarity
between the names of that organization and of the American
Society of Certified Public Accountants which it is hoped will not
mislead. The latter is of course stoutly opposed to the operations
of the former. The National Association of Certified Public
Accountants was organized in 1921 and shortly thereafter began to
issue certificates purporting to confer upon the recipients the socalled degree of “certified public accountant.” In 1922 a pro
ceeding was instituted in the supreme court of the District of
Columbia against the association by the United States attorney
for the District of Columbia, as the result of which an injunction
was granted by the court restraining the association from soliciting
applications from any persons for the issuance of, or from actually
issuing “any certificate, diploma, or other instrument or writing
purporting to confer upon such person the degree or designation
of certified public accountant, or any degree or designation of
similar purport,” or from representing to any person that the
association had the power to issue such certificates or diplomas.
An appeal was taken by the association to the court of appeals
of the District of Columbia, where the action of the lower court
was affirmed, the court of appeals saying in its opinion:
“According to the bill the corporation admitted one of its members to the
degree of certified public accountant (usually indicated by the letters
‘C. P. A.’) on his own unsupported statement as to his qualifications, with
out any instruction or examination by the corporation or any of its rep
resentatives. Persons residing in California, desiring to test the methods
employed by the corporation, presented to it an application for a certifi
cate as a certified public accountant in the name of one Duarfy. The
certificate was issued on the recommendation alone of persons wholly un
known to the corporation. Later it developed that Duarfy existed only in
the minds of those who had arranged the test. In other words, he was a
fictitious person. Other instances are given in which the corporation
granted degrees without any examination or test of the applicant. All
these allegations are admitted by the answer. In no place does the answer
assert that any other or different test of an applicant’s fitness for a degree
was employed by the corporation. It says, however, that the corporation
in this respect had followed the example of other institutions in conferring
like degrees. It is also charged in the bill, and not denied by the answer,
that during the nine months of the corporation’s existence it issued more
than 2,500 certificates at $10 apiece.” (53 Appeals D. C. 391.)

370

Editorial

The applications for membership which are now being sent out by
the National Association of Certified Public Accountants indicate
clearly that a person does not have to be a holder of a certificate
as a certified public accountant in order to be admitted to the
association. Thus, although the association is prevented by a
perpetual injunction from issuing degrees, it is plain that it is
enabled to carry on substantially the same practice by the ad
mission of persons to its membership who are not certified public
accountants and who may thereafter advertise themselves as
“Members of the National Association of Certified Public
Accountants.”
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